By George Jaszi and John W. Kendricky

Estimates of Gross National Product
in Constant Dollars, 1929-49

THIS report presents annual estimetes of the gross
national produet in constant (1939) dollars for the period
192049, They are intended o f#ll a large gap i the
existing body of official national inecome statistics.

Thess new estimates nrs the resuits of an Office of Business
Economies stody in which constant-doilar gross national
product totsls are being built vp througk price deflation of
the detailed components of the pubhshad current dollar
series. To obtain the estimates presented heres, the com-
ploted portions of this study were drawa together and short-
cut estimating procedures were adopted Jor sogeents on
which work is'still in progress.

Need for constani-dollar gross national product

The petional incorse and product estimaies hitherto
published by the Office of Business Keonomies have been
exclusively in terms of current doflars.  In times of changing
prices, however, many uses of the statistics require the
separation of the price and volume factors underlying the
current dollar estimates. For some pur , the current
dollar data cease to he relevant, = in studies of real output
and of productivity. For others, they need to be supple-
mented by comstant doilar dats, a5 in analyses of inflationar

gacs, In the owmrent economic situstion, in whi
questions relating both to the piroduction pofentinl and to
inflation foom large, copstant dollar date are of unusual
relevance and value, )

This consideration, together with the fact thai the basic
deflation study was sufficiently advanced to permit the de-
rivation of reasonably relisbla estimates, underlay the deci-
sion to publish the summary totals contained in this report.
The final estimates of gress national duet in constant
doilars will include additional statistical detail and will be
accompanied by » fall explanation of their conceptual ane
staiistical bases. The present report is limited mainly to o
disenzsion of the considerations that are most essential io
the use of the interim data.

These data have the same scope ns the curremt-dollar
grozs national praducs. ((JS&B National Income Su $ment
e July 1047 Suzvey oF Curronr Busivess and 193D
Sumviey.) This i= & megsure of the market waluwe of the
Waiion’s economic oukput of and services. Lt covers
not only preduction of the domeatic business system but
nlso includes allowsnees for economic serviees performed
in the housekold sector amd by nonprofit institutions, for
the sarvices provided by government, snd for uction
avnilable to the Nation by virtue of itz net ownership of
cloims on forcign countiies. ) .

Naticnal product is termed “gross’ in that no deduetion
ig made for business and institutional consumption of durabie
capital goods. AN other business products, such as raw
matorials, used up l!:!y business in_the course of production
are, however, exeluded; and in this principal respect the
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mesgstrement of nationzl ﬁmduaﬁion is net in that it axeludes
jntermediate products snd covers final output only.

Changes in the Volume of National Output,
1929-50

In ths fallowing eection, the main statistical results of the

ezent study are summarized. The remainder of the report
18 devoied to a discussion of some of the technical nspects of
the constant dollar measure of national owlpuk.

Cyelical and Iong-run.' movements in guiput.

The sccompanying chart compares the movemonts of the
censtant-dollar and current-dollar
series over the 1920-50 peried. Both series drep from the
&y:ﬂiml hirh of 1929 to 1933, the low of the preat depiession.

national product -

here {ollows a period of recovery, mierrupted in 1938. The

upward movements aceslerate in 1940 and 1541, the years of
Increasing economic mobilization prior to World War JI

Chavt 1.—Gross Natiopal Product in Corrent and
. Constant Dollars
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Both measures register further ndvances during the war aad
& decline in reconversion ysar 1046, For both, 1050 is the
postwar high. :

However, the movement of the constant doller series
differs in_two major respects from thet of the current dolla
series. First, the cyclieni swing of the constant dollar total
is narrower, since over the course of the business cyele prices
and volumes tend to move together. This is seen clearly
for tha 1028-33 period, when national prodwetion dropped
thivty percent in real voluine, as compared with o shrininga
of almost one-half in itz current monstary valne.

g
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Tha second difference is that the constent delier measure
of pross national preduct shows a lesser long-term ineresso
than the current dollar measare—a reflection chiefly of the
price Inflntion assosiated with World Wer IT and its after-
math. Owver the fwo decsdes from 1929 to 1950 nationsl
production increased three-fourths in resl terms, but ons
and two-thirds i current dollar walua, )

A simple and meaningful measure of the Jong-term rate of
growth 1 national preduction, untilizing the span of yesrs
covered by the new data, is provided hy the average annusl
percentag’:)mne of growth based on the chenge from 1929
to 1960, both peacetine yenrs of close-to-full utilization of
produtive resources. On the basiz of thia saleulation, the
nvernge annugl rate of increasa in the real volume of notional
production is about 2% percent.

Trends in productivity

A few broad comparisons of produvction and labor input
may aizn be given. They will he made in terms of private-
ipdustry pross produed, since the contribution of Govern-
ment to national suiput is the major instanes in whish onipat
was talen to move with man-hours or employment, with no
aliowance for choanges in produetivity.

The increase in real gross private produet from 1920 {o
1950 was over 75 percent. During this peried, the number
of persons engaged in production—iull-time equivalent
employees plus netive proprietors—ineressed by 24 percent.
An nverage nonnal rate of growth io real private ‘j[':ro uek par
perscn engaged of abowt 1 percent is implied. This 35 vary
similar to the annusl rates of increase from 1929 to 1941 and
to 1449, twa nther peacetime vears of high level nctivity.

Jn & man-hour basis, the rate of increase is greater,
heeause average hours worked per waek in the private
cconotay heve decreascd by about 10 percent sincs 1929,
Accordingly, the average annnal rate of incrense in real
private pru-d’uct per man-hour sinee 1929 has been somewhnt
n excess of 2 prrcent. L

I i= imporiant to reslize that productivity ncreases com-
jmited in this fashion are attributable not only to labor, but
reftoct the wnrkigﬁ:f all factora that influenca productivity—
for instance, technological progrese, inereased amounts of
copital equipment, and betier rganization and mansgement.
In addition, they register not only changes in gross product
(that is, output less purchases of raw materialzs and other
intarmediate products) per nnit of labor input within indi-
vidual industries, bui also chifts of workers amang industries
in which the gross product per unit of labor input differs.
4 striking exemple of such a shilt is the continusl decline
in the proportion of the inbor foree engaged in fszming.
Since raal product per man-hour is two-thirds less in farmin
than in the privets nonfarm sector, this shift would in i
hare eansed sn eppraciable inerease—approximately one-

Il of a percentage point—in the average annual 1nie of

owth o real private produet per man-hovr, even had there

REl 1';{6:-1 improvement in preductivity in the w0 seciors
separately.
interprating the foregoing quantitativs conclusions ra.

lating to cyclical shenge and long-term growth in real output -

and productivity, two comsiderations are pertinent. The
congtent dellar estimates presented hare may somewhsat over-
state cyclical fluctuations, mainly becnuge the price indexes
which ere used w deflating the current-doliar gross national
product eannot take full secount of discounts, epecial sales,
and premiums reflected in ectual prices ch in morke
transnctions. With reference to the long-term rotes of
wth, it should be icept in mind that price indoxes, and
ence the constant-clollar gross national product, can tuke
only partial aceount of guality improvement and the intro-
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duction of superior produets—factors that are important in
A DrOgressive scOnOMY.

War and postwar movements

In ihe period covered by the new estimates, the war and
post-war movements in the velume of real ontpul are the
most diffienlt to intarpret because of the sharp changes that
ocourred in the pattarn of production snd in the of
prices.

It appears that, owing to Imitations of the estimates, the
war-ims inerease 1o pationel ontput is seomewhat overatated,
gnd that the rate of incresse in the immeadiately following
wears of postwar recovery is (oo low. However, thers is no
reason te think that comparisons of recent postwar with pre-
war years are affectad. These conclusions stermn from the
consideration of two factors.

In the firat place, it is probable that the available price
information used to correct the current dollar estimates for

" price change somewhat understates the effective price increase

that ocenrred during the war, and that it somewhst over-
states the incresse that occurred immediately siter the
aholition of price controls and also in the later stages of the
postwar inflation.

Secondly, it must be remembersd that shifts of employ-
rment towards lines of production in which gross net per
unit of Jabor input is higher or Jower are reflected o3 inoreases
or decrenses in constant-dollar gross mational product, In
ordinary muvket conditions this measurgrmeont of the rolume
of produciion is setisfactory for most purposes. For the
war, however, the results are subject {0 some gualification.

Wartime changes in production

Basicslly, the large incresse in nationsl produet during
World War IT was due {0 an extraordinary expansion in the
labor forces and employment, longer hours of work, an in-
crensed volume of capital equipment, larpie-scale operations
and technolegical progress in war pmciuc!.ian, and to 2 hetter
utilization of labor end uelive eapacity 1n many civilian
industries. Similarly, reconversion contraction reflocted
s reversal of these forces.  However, the two factors noted
above—inadequacies relading to the mossurement of prices
gnd output shifts—also affected the movement of tha con-
stant dollar series over this period.

During the war discounts and special sales were eliminated
on » large scale, the quelity of commoditics tended to de-
teriorate, and services rendered in connection with their sale
a2 woll as separately were ofton impaired. In caleulating the
efective price increases that occurved during the war, account
wus baken 'of some of these faetors. However, to the extent
that nor:lplete allowance could noi be made, tha eonstant
doller volume of production ia oversiated.

Ehifts of employment toward lines of production in which

gross produet unit of labor in%ut was relatively hi
geeurred on a lorge scale du.ringh_ orld War II. Within
the comsumer ficld, there were shifts foward higher price

liner, as distinet from straight price inercsses. For the
economy as a whole, the shift toward munitions production
probably had a similar effect.  What in termns of employment
appeared to be & chanpe-ovar in production was 1'egectad LT
an iperease in total outpub os measured by constang-dollar
gross national preduct,  Opposite shifts oceurred after the
war snd tended to hold down the increase in the constent
doller measure, particulerly in the initial period of resdjust-
ment.

In view of the peculiar circumstances in which some of
these shifta ocourred, it may be questioned whether they
should be reflacted fl.l.ilj'" e= changes in the voluma of cutput.
For instance, while to some extent shifts toward higher price
lines of consumars goods wers the normal response of con-
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sumers to & higher level of incoms, they were also foreed
upon them by the disappearsnce of cheaper pries lines.

orepver, while price drfersntisle usually iend to reflecs
eorresponding cost differentials, this ceased to be true in
some mstences during the war, T cen be el that izn
cases such as theee, shifts toward higher price lines should
not be shown as increases In output. avont, the
aperiel conditions under which ocent should be
kept in mind m interpreting the stajistical results, Similarly,
if the shift to war output resulted 1n at inereass in constunt-
dollar gress national product because the rates of remunera-
. tton of the factors of preduction in war output were hizher
than in monwer output, the siatistical results may have to
be gualified to the axtent that these differentials were the
temporary results of disturbed war conditions.

Postwar increase in output

Ag can be seon from the chart, eonstant-doller gross
netional product was virtwally unchanged from 1044 to
1947; 1048 ia the first postwar year that shows an incresse.
The major explanation of this lute timing in the recovery of
postwar production is the continved contraction of govern-
ment employment in 1047, Gross private product shows an
increasa from 1946 to 1947, (See tabla 1.} However, there
is zome reason to belisve that the true increase was some-
what thon the one showm.

The abolition of price controls i the latter half of 1946
resultsd in increpsss o publizhed price quotations m many
instances in which only & shit from eovers to overh price
ingreages ocearred, allowance could be made for this
~ factor, & r increase In output from 1948 to 1947 would

be showt. ditional fectors, not confined to the 1048-47
chapge, which understate the yise in the outpat measare over
the euﬂy postwur period ariss from the fact that it iz not
possible to account fuily for the re-emergenca of discounts
and apecial sales and of graduel improvement in the quality
of goods and services.

Statistical Sources and Methods
Outpui valued at market prices of 1939

To derive the measure of real output presented iv this
repork, ouiput was reseed 4t coustant market prices.
e alternative of valuin output at constant inctor prices
(i. e, at market prices less indirect business taxes plus
suhaic’hea} was not used. Regarding the practieal reasons
for thiz choice, it shoudd be noted thet the guantitative
differance bhetween the two messuwres of cutput would be
nepligible, rincs indireet buginess taxee and subsidies sro not
important in the United States price siructure.  The market
price concept was adopted becanse it afforded £ simpler and
ore accurate basia GF atatiztical measrement, pacticnlarly
in view of the degree of deisil in which the results were
desired. Available informaiion refers to market of
abd services, and the detailed allocation of indirect
taxes and subsidies that weuld be necessary to arrive ab
their factor pricezs is a ecomplax statisticnl problemn that
cannot be solved sccurately, .
[n the estimates presented in this report, merket prices of
1939 were vsed to valus output. (A departure from the use
of 1830 prices in the cese of munitione purchases will he
noted later.) However, unless the various physical quan-
tities or their relative priess all shange in the same pro.
poriion, the use of prices of different years as the constant
price base will result in differen} percentoge movements of
the composite series, and no unique measure of the change
in real output s possible, .
While theovetionl considerniions indicote thot under these
circumstances comprebensive ovtput comparieons culi for

January 1551.

ealculations in terms of the prices of each year to which the

eomparisons refer, the vast additional labor involved in |

constructing the full atray of output series did noi seem
wirranted. Varipus fests indicafed that choice of market
prices prevailing in other vears as tha besis of valuation
would not, in general, have greatly affected the relasive
movament of the series shown in the accompan tabla,
¥rices of 1930 wera choaen pri ril{hem_!.uga ﬁau
rices of & more recent year, :Eor which statistical informntion
1z ptill tantstive, se the basis of valustion might have naces-
siteted frequent revisions in the entire constant dollar series.
However, the basic data are aqua.]]fy well adapted for ealou-
lating nations] ouwtpub in terms of the priees of any other
yenr of the 1928-49 dpml:ld Publication of the detail
of the product breskdown of deflated gross mationn] product
will, in conjunction with ewrrent dollar information, provide
the nsars of the data with all the informetion necessary for
undertaling such ealeufations.

It shnulf be emphasized that te the extent that the rela-
tive movements of constant-dollar gross national produet
and of itz components, and the proportions of thess compe-
nents to each other, are unafected by the choice of the
particular set of constent prices in texms of which they are
axpressed, that choice iz really a4 matter of indifference.
For it is only percentag L
Inte lovel of the dellar megnitudes bas no significance.

General deflation procedure

The genemnl staiistical procedure for obisining constant- -

ollar gross nationel product is to divide the current dollar
estimates, in as fine 4 produet detail as possible, by nflgn -
priate price indexes based on 1939 as 100, in order to i-
nate from the eurrent dollar estimates ail price chanpe as
comparad with 1939. _

In most cases the information on prices is avsilable in
preater detail than the owrrent doflar estimates. For in-
sbance, personsl consumption ditures for shoes snd
other fovtwenr cappoet be further broken down for all years
in the currant dollar estimates; but price indexes are ovail-
able seperately forsn extensivelistof footwearitems. Inaitpa-
ticns such me thess, the full information on prices bz widl-
ized by combining the variens indexes into ecmposites and
by dividing the current dollar series by them.

The weights given to the wvarious indexes are usually
proportionate to their relative importance n terms of
expenditures for the products in 1939 or some other pear for
whish detailed axpenditura dets are available. The choica
of 1939 in many cases is due to the fact that the availabilit:
of industrial censuses facilitates the estimation of del;nileg

snditure patterns for that year.

E"rum the siandpoint of deriving data in terms of constant
prices of 19239, this procedure of assigning fixed weights to
the price series is not strictly appropriate. Idaaﬂ‘;?lshift‘mg
weights, mﬁecl;mﬁ the expenditure patterns of the years for
which surrsnt walues ara to be expressed in terme of 10290
prices, should be used. However, as has just been noted,
this detail on currant dellar expenditure patterns is Jacking,
The conztont doller estimates for the varions componemts
d. be in B:l'nnr to the axtent that prica movements sre

isparate and current quantity ture patterns depart
fmfn the one used for t%reightmg E@ individﬂil price 5551&;.

Conclusive tests of the magnitude of the error cannot be
made. They would require exactly the type of informeation,
for lack of which the statistical procodure being judged is
adopted. Howover, relevant tests indicate that the ervor is
likely, in general, to be neglipible.

These tests are ?]?p]ied to series for which in all yenrs the
product detail of the current dollar estimates matches that
of the prices indexes. Deflated estimates derived by the
correct procedere—in which separately deflated componaents

seof the

e relations that matter. The abso- -



Jannoyy 1051 BOURVEY OF CURRENT BUSINESS 1]
Table 1.—irosa Natiomal Product or Expendituge at Conatant Tpllaps, 1900491
[Milligns of 1959 dears)
— — —— —————— .=
108 | pede | aeen | 1962 | I0RE | aEs mn’ ma-l 167 | 1068 mﬁl muJ 1M1 ’ LMZ | 1945 | 14 ' [1:1 T F m:lﬁ' 1M7 | 1045 | wie
Grvas palkomal BN 1L rry LN 6,5 v AR AL4| AL 4.0 BLA 1ew e BEH 17| ML RN 34 38 4 1R L L) 14z E
el | sapandinres. . .. oo cereceees L3 e s FlLH EL1 . B, £L.48 A5 . T ]
ot i gt | el Cad) Sl Rl el ol ma Hd W 51 v Tl TR Ry A AER Wl BN N
Nopduabls good %1 3.7 ord 2. 0| =gl mael rual e ma| 4 nl| a3 w28 s o] sy s e s
B i e i 2.1 w8 T4l 2T 224 2 2| L4 2R3 A 26 6 F1 8.5 34| g 334 38 3.4 AT.I} 8.8
e privals dowwrstis THrolmant. . — .o oo .| Ll ;1 R4 LI L i, &% %3 M4 43I R Ll &% K4 w49 81 M ind| 8 17,7
L e T T T .4 4.4 13 &1 L LY 2% .1 %g 23 448 L %3 LS o 24 4 i 3.0 w9
Prodoosrs” durabis ajul k. ... ... e LY ] i L9 4 17 2.4 4 . 29 4.8 T2 4] 28 51 A 09 il 8l 1.9
Unangs In buslmas in [ naaan L —3 —Lif —30f —L —.3 + 1 21 -39 -4 2H L% =1 — 5§ =L4 44 A A3 =21
LPTR L BT T TS R R | T B - A L -3 — 0 e L O —d —21) —zg —1a| 27 i3] 14 E
Qerermnbtnl stirifmt of pesds sud dorvbees__ | T ‘mr| w4 ma Ay 10,17 iwd] 1L W 11.4] 127 181 2L1| 45%49] M3 TL ok 1B E 16 L] Ine P2a
Faderal ——— 12| LEb 1.4 BT A3 X1 & 4 11 53| B2 138 i 553 end| s 128 BB MB ITE
Etate and local L& T3 T £ | I { £ I | I Tl L8 T3 &Y a3 & B a8 T = o2
Orem privats prodtet I ..o mm s B1l.5| ‘W5 BELY| . 58.5 BL 4 &v.4] M. 80.d] 4| 8a7 1R 2| LLE 5| 12 3] 1 o 30 Y] 1RB 8| 1248 Ldh o 150
Oroq rasnment poodibetd .4 L# L 1. 50| Spl o 5 44 T s 03 1% 0.3 =gl .| sl & &4 b3
1 Datall whl not reoecaarily add to botals beeanse of racnwding. } Copents lon of genetal Dttt smplagec.
1 {31005 notions] poednek 1o eoopendation of geoersl perornment smplogeos, 3 . 5. Depetruent of C 26, Ofics of Businesy
sre combined without commitiing a weighting error—are  is the “Report of the Technicsl Committee Appointed by
compared with estimates obtained by deflating the sum of  the Chairman of the President’s Committes on the Cost of

the components by composite price indexes based on fixed
weights

Buch comparisons show that differences are small even
when the fized weighting procedure is applied to fairly broad
gegments, and that they tend to become even smaller as the
5 t 15 nerrowad. this tendency earriss through to the
still narrower ents for which there is actual resort to
price indexes with fixed weights, the resulting error must be

gnimportant.
In tha ful[um':ng sectione the major etatistieal sovrees and
methods used in deriving the constant doller components of

grose national produet are outlined, -
Personal consumpiion

The general procedure for deniving constant-dollar personal
consUmpLinn expenditures for goods and servicss was to
divide the current doilar sstimates, in a detail sometimes finer
than that of the published annusl estimates, b price beries
that are mmgouenm of the Consumers' Price Index of the
Burean of Labor Statistics and of the series on Prices Paid by
Farmers of the Buresn of Agricultural Esonomies.

. These two sets of prices were combined to give representa-
tion fo gﬁcea paid by beth wrban sad rural p . It
should be noted, howaever, that this tpmr:edure by no means
secures completa representation of all major ﬁurthaﬂer
groups. For instanee, the prices reflactad in the BLS con-
gumer price index are those paid by moderate income families
in large cities. Prices paid by other urban groups—families
1z i small eifies and in towns, snd fnmihes ih low and in
high income braekets, for instance—are nol included.

Any differences In movement betwaen these prices snd
those covered by the indexes lead to errox In the deflation of
the current do estimates of personal conmsumption by
means of the indexes. Te the extent, however, that differ-
ences in the cost of living of various allge ara due meraly
to different consumption nttrama—-—wh%a e prices of sunilnr
goode and services are the same—mo errors, of course, are
mtroduced,

For the years 194247 an adjustment waa made o the
published price indexes for their Inilure to taks account of
the full price ingrense thet took place during and imme-
diately after World War II. The basic study in which the
techniques for making these adjustments were first developed

o270 —2

Living, June I3, 1844, -

For the of commeodities and services for which BLS
and BAE price serisa are not appropriate, & wids wariety of
sources was used. These included special price indexes com-
Fu’s-ad by other agencies; price indexes derived from pub-
ished price data, such ar mail-order estalogues; price indaxes
eonstructed by adjusting information on costs to a price
bagiz by allowing for chanzes in profit margine; and physical
volume indexee, in instances in which this direct approach
was supevior (o the price deflation approach.

Estimates for all components of personsl comsumption
expenditures have not yot been completed with the degree
of detail which is plenned for the estimates. The pres-
ent estimates of personal eonsumption, in which the partial
resuits of tha lun]glir-rlm st.u%r were ounded out hy short-cut
procadures, are likely to differ most from the final ones in
the case oi’ expenditures for servieez, This is the aren in
which statisticnl information is most deficient and in which
most of the improvising was dona,

Investment

The deflation of private new construction was besed
largely on the constant dollar estimstes of construection pre-
pared by the Office of Industry and Commerce of the }E)e.-
partment of Commerse. Thess sstimates—a regularly
published series—wera ohtained by dividing the components
of the current dallar estimates of new construetion by a
detailad list of construction cost indexes, prepared by private
and oiher Government ﬂ#‘eucies, Thess mdexes ure obtamed,
in ‘fiinaﬁul, by pricing fixed lials of construction materialz
an r.

_ Since the current dollar estimates of new construction nve
in texms of selling prices, their deflation by mesns of these
indoves is not strictly appropriate. Thehr movement will
vary from that of s&]ﬁng prices if there are changes In pro-
ductiviiy and in profit marging. Tt wss not found possible
to makse an adjustment jor produetivity changes, '
However, a rough adjustment for changing profit margins
m ltrntroduEﬁdtr ara is gtrongﬁirvidenc_e M;l in the Eun-
struction industry changes mn profit margins snd in produe-
tivity are inversely correln during the busineaap oyele,
Hence the errors due to the n t of profit margine and of
productivicy are additive, adjustment for only ons of
these factois will maka the indexes a closer approximasion
chonges in selling prices,
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BLE wholesals price indexes and Interstate Commercs
Commiseion price indexes were tha major deta used far
deflating pmguum-s’ purchases of durable equipment, in o
product detail which went somewhat beyond thet in which
the estimates have been published for the years 1929—45.
Further breakdowns were estimated, for deflation purposes,
in instances in which there were indications that the alter.
pative procedure of dividing broader current dollar compo-
nents by fixed-weighted compasite price indexes might yield
gignifirently erronepus results,

enever composite prioe indexes were used, the weights
for combining thewr components were as far ag possible based
on 1939 product values, derived mainly from the 1930
Clensus of gdu.nufmt.m'es. For price zeries vead for producta
for which walues were mot enumerated separatel
census and for composite price indexes that cou?
broken down further, the wgg'?hbs underlying the BLS and
ICC composites were accepted. BLS and ICC information
wes supplemented by price indexea compiled by other
agencies or constructed {rom mail-order catalogs and other
published sources of prica data,

The deflated estimates of net changs in nonfarm business
inventories were derived in the process of estimating the
inventory eomponent of the current-doline pross national
product series, This process consisied of converting year-
end book values of inventorias into & series exprassed m 1930
dollars; taking the difference of these reaunlts; and multi-
plying the increments by the ratio of gwrrent prices to base-
Fyear prices.
able directly from the second step.

BL2 wholezale price indexes were the major source of
price information used for deflation of the book-value in-
ventory date. In general, the inventories of each industry
Nated 1n the annoal industrial breakdown of the nstionsl
incotne were deflated separately. Tatal inventories for
each industry were deflated by composites of priee indexes
appropriate to the iJ':tn:lusLE:a _Tha mndexes wers weighted,
na far az possible, by tha relaiive importance in 1939 of the
%‘iﬂcipal types of inventory goods represented by the indexes.

a
Trom

in the

mventory data used for weights were derived mainl
the 1939 industrial censuses. In instances in whi

relative inventory weights could not be asgartained, BLS
waights (based on sales) were employed.

ear-end bhook valuss of inventories reflect the prices
preveiling at various points of tima, Tha exact time pai-
tern reflected depends on the methods of inventory account-
g used and on the rate of turnover of gpods.  Accordingly
the price indexes had to be approprivtely lagzed before bang
1 ta deflate the year-end book value of inventories.
These logs were esiimated on the basis of available sample
information on the methods of inventory aceounting in the
varions industries and of turnovar ratios computed from
Gﬁﬂasus pnd Burenu of Intermal Revenue information for
1639,

In estimating the net chunge in form invenfories, qunatity
dats, furnished by the Bureou of Agricultural Economics on
vear-shd stocks of erops and livestock were utilized. The
net chuaoges in these physicel stocks were valued ab prices
prevalling at the end of 1039,

The net for:%in investment component of gross national
product was deflated by separately adjusting for price change
the receipts and pa ts iteme in tha gurrent balance of
payments, whose difference net forsigh mvestment vepro-
sents, ‘The alternaiive procedure o d&ﬂacmﬁ'n the net
balance direstly will ba given consideration in the final report.

The constant dollar series of merchandize exports and
imports were based on the indexes of value, quantity, and
unit vajue p by the Office of International Trads of
the Depavkment of Commerce. The weighting procedures

not be

The requirsd constant dollar series was avail- -
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used in denivirig these indexes pre not skrictly apgmpriata for
purposes of expressing merchandise exports and imports in
terms of 121_3:&%;];&1-3, bu&} tests inkgiicﬁ.t-ad thtﬁrl tﬂ_lwggticaﬂy '
BUPSTIOT W rocedares would not gignifican
different over-all ms.l::lts‘ et g o

Statistical informaton for deflating the service items in
tha camrrent balance of payments is deficient. Moreover
problems thet do not even admit of a slear-eut, theoretical
solution are involved. Further work is an this
sepment, but it iz not anticipated that revisions will be Jarre
in absolute terms.

Government purchases

The deflation of (iovernment purcheses of goods and
services Was cul diffeult becguse information on the
produet b own of Government purchases, &s wel! ng
on the prices paid by Government, is deficient. During
World War 11 the of deflating Government purchases
was further complicated by the fact that munitions of chang-
ing types and quality were acquired by the Federal Govern-
ment in Iarpe amounts.

For purposes of deflation the current dollar breakdown of
Federsl Government purchases g3 published on s annual
basiz wes supplemented by further detail in each of the
categoriea listed—eompensation of employees, net purchases
from business, and net purchases from ahroad. Compensa-
tion of employees was divided inte military, eivilian exeapt
work relief, and worlc-relief wages; and supplements to wages
and sslaries ware also broken down further, €0 the extent
ngcesaary for deflation. Construction was subdivided in
the considerable detall in which the estimates published by
the Office of Industry and Commerce are avajlable.

Other purchases from business were divided further by
segregating net purchases of silver; the net change in the
inventories of (Government enterprises; munitions expendi-
tures, for years in which their size was signi b; amd rough
groupings of the remaining purchases into the objeot clesses
used in the Federal budget. Within these chject classes a
fixad pattern of expenditures—ihe nngfprﬁ?ai]mg in 1938—
was assumed for a ars for went of better informution,
Net purchases from abrosd were also broken down further.

In general, the deflated Fadaral compensation of smployees
ilamz are an extrapolation of the base year fiures by man-
hours whersver possible and employment when man-hours
were not available or spproprinte, a3 for military sarvice, [t
may be poted thai this series and the eorresponding one for
State and locel government measure the ﬁrosa product .
nriﬁlnﬂtmﬂg in government, us shown in the table.

eflated estimatées of Federa] construction represent Offics
of Industry and Commerce data, with the allowance for
changing profit marginz noted in the dizeuesszion of private
construction. The volume of silver purchases was based on
dirces quantity data. The net change in the mventories of
Fodersl Government sntarprisas was estimated for the Com-
modity Credit Corporation from quantity deta, which wers
vilued af 1930 prices, ang for other enterprises ’hl{ less satis-
factux;ly procadures involving the deflation of hook values by
lagﬁ: rice-index composites. .

& deflation of munitions purchases, which constituted o
gpecial problem, is described and avalunted below., The re-
rrmintjgg types of Federal purchases from business were
deflated by matching them with price series that appenred
most nearly representative—largely selected from BLS whole-
sale price dnts, The deflation of net purchases from abroad is
subject to limitations similar to those noted for the services
component of net foreign mvestment.

Further work is pro;ﬁt:jed on the deflation of Federel Gov-
ernment s};m*chnsem o azpects of this work should bo
distinguished. First, there will be rofinements of the
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' on the olject breskdown of

, even. considers

methodology just outlined. It is not likely that they will
suh:smntiaﬁ; modify the results.  The ndditional mformation
_ purchases and on the prices
relevant o this breakdown which can be made available by
further inveslj%at.iun ie not likely to he large. Maoreover,

le modifications in the object breakdown
and i the price series used probably would not affect mete-

-vially the aver-all results. This judgment is based upon

erimentation with alternative weighting systems and
ce sories i connpection with deflating Government pur-

Eﬁms snd other components of gross national product.

 treatment of munitions expenditures. Here the
" tion just made does nos apply.

The second aspect of the projected work relatea to the
] eraliza-
In this caze exparimentetion

. has indicated that alternative mcthods of constructing a

volume messure and slternative weights given to thiz mens-
wra will have a significant influence on constant-dollar gross
national produet. -

In the messures presented in this report, mumitions ex-
penditures were deflated for the war years by a special index
of munitions prices based on series eompiled by the 'War and
Navy Departments. For the postwar yesrs this index was

" not available, and an extension of it wos made on the basis

of pries series thet sesmad most eppropriate—ssalested Inrgely
from those used for the deflation of producers’ purchases
of durable equipment.

The general procedure of expressing all wolumes n 1939
prices was not followed. Relative munition prices In 1939

SURYVEY OF CURRENT BUSINESS : il

were high as compared with later yenrs, owing 1 to the
small yeale and experimental state of munitions production.
It seemed more reasonabla to assign to munitions purchases
& weight in 11;;':-1:-}rl.ilclu:l to their relative prices in 1944, Ly
which year the prices of mimitions reflacted o lower relative
o8t pattern.

This method of deflating mynitions expenditures appears
to be the most satisf: . However, the final estimates
will be accompanied by a iull discussion of albermatives and
& presentotion of their quantitative regulte. In view of the
conceptusl and statistical difficulties inwolved, such a dig-
cuszion 13 essential for intensive use of the data; in the
meantime, the movemeant shown by the saries during tha war
period should be interpreted with caution.

The genernl procedure for deflating Stats and local govern-
ment. purchases of smd services was similar to thaf
adopted for Federsl Government purchases. Changes in
the smployes compensation compenent of deflated purchases
refizet the movement of employmené. Deflated congirue-
tion ragresents Office of Industry and Commerce date,
adjusted for changing profit margins. An estimate available
for 1947 of tha distribution of other purchases from business
was applied in 2l years for lack of further informetion; snd
the swrent bre g0 obtained was deflated by price
series that seemed mest nearly applicable, largely selected
from BL3 wholesale price data. er work is projected
on thie cemponent of dofinted gross national praduvet alse,
but material modifications are not expectad.

In recent vears there has been preat de-
mand for separate coples of the February
Annual Review NMumber of the Survey oF
CyrrENT BusiNess from non-subscribers,
and this has regulted in suly exhapston of
the available supply. Although addition-
al copies will be printed this year, sub-
scribers are advised to place their orders
prompily  after receiving their regular
CUPISE,

The Annual Review Number is highly
prized Ly many peérsons ag an historical
record of business progress. Howsver, its
numercas charts and snmmary statistical
tables, interspersed through brief testual
analyset of impoftant sconomic develop-
mente, alsos malke this 72-page publication
an invaluakle aid in considering the busi-
nest olitlook. Forty pages of business
etatistics compiled from commercial and
gavernmental sonrees provide a month-hy-

3&4&5&1’# ./4nﬂuai lezﬁiew %uméer

month progress report on more then 2,60H
significant series, mecluding general hinsi-
ness indicators, commodities, secarities,
trade, manufacturing and employment.
Last y=ar's similar issne was subtitled
""The Ec¢onomy in Adjustment'’, This
veer the dovetalling of that adjustment
inte 3 period of Naticnel Emergency will
be reconnted and analyred. The February
1951 Annual Review Number will trace
the course of bosiness before and after
Ecrea in considerabde detail, with brief
incisive gections covering: The Trend of
Prices, Nationel Income and Produckon,
Indusatrial Production, Agricaltural Pro-
duction and Incomme, Construction Activi-
ty. Domestic Business Developments,
Retail Salez, Foreipn Trade, Financial
Devaloptientt, Employment and Labor
Conditicng and the Business Population.

Tragaurar of fhe United States.

Orders showld ba sgnt, with paymernt anciovsed, sither fo the clasest Fiald O ffics of the Da-
partrrent of Comamnerce gr o the Superinfendent of Documnents, Governumant Printing
Office, Washingten 35, D. €. Sinfls copies are priced af 30 ceniz; gueanttly orders af I ar
mnore copies are sfigibds for & 15 pereant discount. Checks should be mede pavable fo the




